
INTERNAL REVENUE SERVICE Department of t h e  Treasury 

Southwest Region 

Date: APR 0 9 1990 

****** **** ***** **  .  
**** ******** 
******  *** ***** 

C E R T I F I E D  MAIL * 
* * * * ***  

******* ** * * *  
* * *  *********  
****** * * * * * * * * ***** 

*****  * * *** tact:  
***** *******  

********* **** er: 
* * * *  * * * * * * * * * *  

Employer 1bent i f  i cnt  ion Klunher : 
**********1 

Dear Applican;: 

T h i s  1s a f i n a l  adverse determination w i t h  rcspPct ?.o your exempt 
s t a t u s  under sec t ion  501 ( c ) ( 3 of t he  I n t e r n a l  Reve~lue Code. 

You a r e  not c .  anized o r  operated exclus ive ly  4s an educatior.al 
organlza t ion .  Specifically your a r t i c l e s  of incorporation a r e  
broader than allowed by sec t ion  5 0 1 ( c j ( 3 )  and the  food s a l e s  
opera t ion  t h a t  you conduct i s  more than inswbstant la l  i n  scope. 

Contributions made t o  your organlza t ion  a r e , n o t  ieduct ible  under 
Sect ion 1 7 0  of t he  In t e rna l  Revenue Code. 1 

I 

You a r e  requrred t o  f i l e  Federal Incotire i ax' r e tu rns  w i t h  the  
Austin s e rv l ce  Center f o r  taxable  years  f o r  which the  f i l i n g  da t e  
of t he  appropriate r e tu rn  has passed. These re tu rns  should be 
f i l e d  wi th in  30 days of t h e  da t e  of t h i s  l e t t e r ,  unless  a reques t  
f o r  e x t e n s i o n o f  the  time is  granted.  Please send them t o  t h e  
a t t e n t i o n  of the  EP/EO Divis ion.  a t t a ch  a copy of  t h i s  l e t t e r ,  
and aadrsss  any reques ts  f o r  time extensions t o  the  EP/EO 
Divls ion ,  a t t a ch  a  copy of t h l s  l e t t e r ,  and address  any reques t s  
f-r time extensions t o  the  EP/EO Dlvlsion a t  t he  Service Center .  
ProceF,lng of an Income t ax  re tu rn  and ass2ss ing  any taxes  due 
w l l l  not be deiayed because a p e t i t i o n  f o r  a dec la ra to ry  judgment 
has been f i l e d  under Sect ion 7428 cf the  In t e rna l  Revenue Code. 

We w i l l  n c t i f y  t he  apgropr ia te  S t a t e  o f f i c i a l s ,  a s  requi red  by 
Sect ion  6104(c)  c f  che Code, t h a t  based on t h e  information we 
have a v a i l a b l e ,  we a r e  unable t o  recognize 'you a s  an .or( an iza t ion  
descr ibed i n  Sect ion 5 0 1 ( c ) ( 3 )  of t he  ~ n t e r h a l  Revenue code. 

I 

1f you decide t o  con tes t  t h i s  determination: i n  c o u r t ,  a  p e t i t i l > n  
f o r  a  dec l a r a to ry  ~udgment proceeding i n  thie United s t a t e s  Tax 
c o u r t ,  t h e  United S t a t e s  Court of Claims, sr t h e  un i t ed  S t a t e s  
D i s t r l c t  Court f o r  t h e  D i s t r l c t  of Columbia m u s t  be f i l e d  w i t h ~ n  
90 dayq from the  date  t h i s  determinat ion was mailed t o  you. 
c o n t a c t  t h e  C l e r k  of t he  appropr ia te  cour t  f o r  r u l e s  f o r  f i l i n g  
p e t l t l o n s  f o r  dec la ra to ry  judgment. 



******  ****  ***** ***  

If  you have any quest ions ,  p lease  contact  the  person whose name 
and telephone number are shown i n  the heading of t h i s  l e t t e r .  

Thank you f o r  your cooperation 

S incere ly  yours,  

*******  * * * *********   
AssociaLe C h i e f ,  Appeals 

Enclosure: As Stated 



/ '  Internal Revenue Service 

****** ******* ***. 
**** ********* 
*********** ***

Department of the Treasury 

Person lo  Contact 
**** *****  
f ecephone Nurnbef 
****  ******** 
Refer Reply to 
********** * * * *   
Dale 

Dear Sir or Madam: 

W have ccnpleted arr consideration of yarr appl ication for r eup i t ion  
of tax-exempt stntus under section SOl(c)(3) and section 50l(c)(4) of 
the Internal Reveaue W e .  

The infomtim slSrrdtted indicates that  you were famed on * * * * * * **  ****, 
ae a m-prof i t  mrporation under the l a w s  of the S'iate of ***** . kccording 
t o  yrur Articles of Xmrporation, your pqceee aret to incrasee consuner 
awareness of the production and distrihtion of food products, and to prarMB 
saYd nutritional practices i n  the establiuhnent and maintenance of good 
health. 

Ycxl are a mmbership organization, and mmberrahip is,cantingent upcxl payment 
of a lifetime mmberuhip fee of $****  per family and $***** per single person. 
Y m r  scxlrces of f irwKlial support are f m  menbrshil, dues, artlined above, 
as vell as Fncarre fran the sale of food to  mm&rs. 'Ihe food, Jhich i r  sold 
to  mnbxs, is purchased by the organization in Wlesale quanity and a t  
dmlesale price. ?he selling price to mrbers include the tholesale purchase 
price, p lus  any expense you incur in -ling, such as repahging,   ent, 
repairs t o  eqsipnent and packa9i-q s w l i e s ,  and a nark- of f m  **% to 
** % over cast for your s w r t .  

A t  present, el l  wr;k is  volunteer and you have no paid mplcyeea. You purchase 
the food inventory, b a d  upon reapxrse to rquests  fran y a u  m r s .  Tne 
requests are ampiled and orders are placed w i t h  8weral food disttikttors 
for delivery a week hefore the w~ek-sKld mrbrcr rrrdke their purchses. This 
pruvirles ya: time to package, price and plan  the orders on the shelf for 
pi-* 

Section .%? ( c )  (3) of the Code provides exerrptim forr 

"Qrporatitms.. ,organized and aperated exclusively for religiars, 
dharitable,...or cducatiaml pnpcees,...no part of the net earnings of 
M c h  inures to the kmcfit of any private shareholder or individual.. ." 



Section 1.501(c) (3)-l(b) (1) (i) of the 'Incane Tax Regulations provides that  an 
organization i e  organized exclusively for me or nore exenpt purloees only if 
its Articles of Organization - 

" ( A )  L i m i t  the pwpmes of such org imbt ion  t o  one or mote exenpt 
purposes; 

( 8 )  TJo not expressly enpoJer the organizatim to engage, otherwise 
than a s  an insubstantial, part of: it r activi t ies,  i n  activi t ies hi& 
in thmmelves are not i n  furtharanc-e of one or  b r e  exmpt plqxmes." 

Section l.X)l(c) (3)- l (c)  (1) of the Imne Tax bgalatione provides thett 

"An organization w i l l  be regarded sa 'operatad exclusively' for  one o r  
m r e  e x a p t  purposes only i f  it en,pges primarily in activit-iea M& 
a c c q l i s h  m e  ox more of such exenpt pupoaes specified In eectiot~ 
501(c)(3)..." 

Sectian 1.501(c) (3)-l(d) (1) ( i i )  of the Incane Tax Regulations provides tha t  a l l  
the organiwtians there described m a t  serve a pibli'c rather than a pr i tn te  
interest.  

Section 1.501(~)(3)-1 of the regulations provides, i n  part, as folla*s: 

" (c) (1) Rimary activi t ies.  An organization A11 be requ.%d 8s  
"operated exclusivelyn for one o r  mre ex- purlxleer only .;r it 
engages p r i m r i l y  in act ivi t ies  *~hich  ecodtplish m e  or m e  of eu& 
ex- p m p s e s  specified in sectim SOl(c) (3). An organization 
w i l l  nst be so regarded i f  m e  than an insubstantial plvt of its 
act ivi t ies  is not i n  furtherance of an ex- ~ . "  
" ( d ) ( l ) ( i i )  An organization is rrot organized or -rated exclusively 
for orre o r  mre of tlle pu+rses specified in  s&div.'sicm (i) of this 
sulpragraph unless it serves a w l i c r a t h e r  than a private 
interest. 'Ibus, t o  meet the requirement r>f L'is subLIivisim, it is 
necessary for  an organization to  establish mt is not orgmize?l 
or -rated for t)e benefit of private interests su& as designated 
individuals, the creator or his fwdly, ehareholders of the 
organization, or p e r m  ccntrol led, directly dr indirectly, by e m  
p r i ~ t e  h te res t s . "  

i 

" ( d ) ( 3 ) ( i )  In  Cereral. me tern "educational",' a s  used in mctia~ 
501 (c) (3) , relater to - 

(a )  The instruction ox training of the individual for 
the purpose of hprat ing or developing hie capabilities; or 

(b) me instruction of the  @lit on s&jects useful to the 
Mivj,dual and beneficial to tbe a m m i t y .  

' 



Y a r r  purposes a s  stated in your Articles of Inaorpora$iarr are broailer than 
thoee permitted for qualificatim uJder sectim 501(e)(3) of the Code, 
merefore, you f a i l  m meet U-ie organizational test as provided by aection 
1.501 (c) ( 3)-l(b) (1) of the regulatims. 

You a160 do not meet the operational test of uectian 501(c) ( 3 )  i n  that you 
are aperated r lnar i l  for the privat&'Lcnefit of yarr 'mmbrn. Your 
a x p r a t i v e  ? adf%q 3 g program i 8  neither ~ w l t a b l e ,  nor taLICbtlmal 
ah4 mrely senen to ptavide favorable prices o*, ceW?n fmds for your 
mmerr. Serving the private intercrt  of ~ v i d u a l u  'precludes cxenptim 
W e t  ~ i m  50l(c)(3) of the m e .  

AccQrdFngly, even tSYxrcjh yuu may prod be dara educational servjces tkrrxlgh 
your nemlattar ,  it is held tht ye --e mt entitlad to cxcmptiari frcm 
Federal lnaam t a x  under section W l ( i / ( 3 )  of the Coda. 

It follws therefore, that  contribueionr to you ate not deductible by 
docrcrrs uncter m i o n  170 of the Code. h 

kie also carsi&red ycur awlication fcr exerrption under scctian 501(c)(4) 
of t ? ?  m e .  

S A ~ & X I  501(c) (4) of tha In t e rwl  Revenue W e  provides exenption fart  

" C i v i c  Leaguer or organf=ticns mt %ganizsd for prcfit but p r a t e ¶  
excltlalvely for the pmmtion of social welfare. . ," 

M m  1.Wl(c) (4) -1(~) (2) ( i )  of the Incara T a x  Ragulaticns prwides  that* 

"An organitation i r  operated exclusively for the pramtion of social 
welfare i f  ie  is pirmlrily engaged i n  prcmting in sarre way the ccmrm 
gaod and general uelfare of the peaple of the ca .un i ty .  An 
organization d r a c e d  within this section is m e  which ie opentad 
primrily for the p r p s e  of bringing rrb=xlt civic b t t c m t  and euxial 
iJlpr0v-t~. n 

Hevenue Ruling 78-132, 1978-1 C.B. 157, holds thst an organization, J h i c '  
is a crrr?nmity cooperative organization f o n d  t4 fac i l i t a te  the exchangr 
of p e r ~ l l r ~ l  d c e  enmg -8, and v h i &  is ape-rbted primarily for 
the private barcfit of i t r  rm*rberr, is not exam fram tax  RB a sacin1 
welfare orpnization under I= 50l(c) (4) . 
Fweme Ruling 73-349, 1973-2 C.B. 179, holds that  anorganizcrtim f a m d  
to purc?18se groceries for i t s  ;- nFIiarship a t  thC I W s t  possible price on a 
axperat ive  basis  is mt e x q t  . der  SOl(c) ( 4)  beca&c i t  is p r a t e d  
for thc ecammLi c benefit of its i. mbers rather m: I a p e x  ~tud to briiq abatt 
civic *nd s ~ i a l  i r rp tovmts .  



* *  **** ********* ***  

i 

You operste in a mnner similar t o  the organizations d e s c r i ~  in  Revenue 
Rulings 73-349 an8 78-132. Since you are cperated for the primsry pupose 
of pxoviding a? eccnonic benefit to W r  members rather than to irrprtnpe 
the  general welfare of the ccmnn?ity, yclu are not entitled to ex-icn 
under section 501(c)(4) of the Code. 

YOU ahmld f i l e  Federal incane tax  returna on Form 1120. 

I f  you do mt agree with these canclusions, you my, w i t h i n  30 days frun the 
date of t h i s  l e t t e r ,  f i l e  i n  duplicate a brief of the facts, law, and argument 
"that clearly se t s  forth your p i t i o n .  If you desire Ian oral discuereion of t ? ~  
isege, please ix9icatr- this i n  ymr protest. The e r x l ~ e d  Publication 892 
gives inetructions for f i l ing a protest. 

I f  you do mt f i l e  a protest with t h i s  office within 30 days of the date of 
this report or  l e t t e r ,  t h i s  proposed determination w i l l  bexum final.  

I f  you dc not p e s t  t h i s  propaid detennination i n  a t h l y  mmner, it w i l l  
be considered by the Internal Revenue Service as a fai lure to exhaust a-milable 
a-strative ramdies. Section 7428(b)(2) of the Internal Reverne Code 
provides is! part that ,  "A declaratory j r d p n t  or decree d e r  this section 
shali not be issued i n  any proceeding unless the Tax bxt ,  the mrt of 
C l o h ,  or the d i s t r i c t  c\xlrt of the Unit& States fo the District of Calmbia 
determince that  the organization involved has e h u s  & admbietrative remedies 
available to it w i t h i n  the Internal Revenue Sendce." 

I f  t h i s  detennination letter beoanee a final Qetennination, we will notify the 
apprcprfate S t a t e  Offj cialr, as required ty rectim 61W(c) of the  W e ,  tha t  
based on the infomtian we have, we are unable to recc@m ycu as an 
organize tiar ~f the type described in Cade section 501( c ) (3 ) . 
1 f y w  agree w i t h  *hse  conclusions or 30 mt Wiuh to f i l e  a written p-st, 
please s i g n  and return Form 6018 in  the enclosed self-addressed envelape a s  
soon as  possible. 

I f  ym h v e  any f ux-ther questians, please contact the perm nme  and 
telqkae nm&r are s h m  a t  the beginning of t h i s  letter. 

S******* 

***** le- 
****** ***** ** 
District D i r e c t o n  


